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Vision

Food is an essential source of energy and strength. We are proud to

help bring power and energy to human endeavors everywhere. Our
vision is to become the ‘Kitchen of the World’, a goal that means
establishing ourselves as the place people turn for their nourishment
and the resources they need to prepare it. It means consolidating our
position as a company people trust, knowing they can find an

abundance of safe and healthy food whenever they need it.

Mission

Our mission is to apply our advanced farming technologies and
specialization in China and become the preeminent agri-food business,
from feed to final processed food products, recognized all across Asia
for our passion in creating products of unsurpassed quality and

nutritional value.




N6 NOTICES

.

D e TP nEd TIVED

Siech Code: §3) LR

NOTICE OF ANNUAL GENERAL MEETING
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NOTICE is hereby given that the Annual General Meeling of C.P, {b) the aggregate noiminal value of securiries nﬁl-i}ari"zerd " - 2 ',}f\ H [ -%
Pokphand Co. Lad (the “Company™} wid be held & 2481 Fipor, w be repurehased by the Company puraunm iv'the
Far Lasi Finance Cenire. |6 Hareourt Road, Hong Kong on nppraval in paragroph fa) sbove during the Relevant
Wednesday., J0hh May. 2007 at 10:00 a.m. for the folfowing Period shall noi cxceed 10% of the agyregile . gt . )
purposest noainal value af the istued share capitl ol e ™ ' TER. e -
T, . . : o . . Campany in issee as at the dale of Lhe pyssing PR A N
l. Io receive and consider the Audited Finaucial Suatements, 8 A A ) u r L { .
Repaort ot the Direciors and the Independent Avdirors’ Report of this Resolurion und the said nppeaval Islinbes 1] i f‘ !

for the yenr ended }is1 December. 20062 limited accordingty: and

L To re-tlect aetiring Direcioss asd o auvihorise the Board of (&) for the purpose of 1his Resoluiion:
. Directors 1o fix the remuneration of Ihe Directars: “Relevant Period” means the pericd from the time
a4 To te-appoinl Auditors and 10 authorise the Board of of the passing of this Resolution until whicheves
, Directars 1o fix (heir remuneration: and iz the earfien ol
¢ {By way of speciat business) to consider. and, if though fin, {i} 1he tonclusion of the nexi annual gensral
pass_ with or without ameodmenrs ibe following Resclution meeting of the Company:

as Qrdinary HKesclution: Lii) the expiralion of the period within which the

A, “THAT: LT angluzﬁl iuneral me:lli‘ng hof ihe Campaay
al subject 1o paragraph {c) below, lhe exercise by the i required by aay appucs be laws oo the
¢ di:cjcmrs ulf1 lh:g C'::mpnny {the ~Dirzclors") dﬁring Bye-Laws of the Company to be keld: and

the Relevant Perivd (as hercinafter defined) of all (iii) the lime of the passing of an ordinury
the powery of the Compuny 10 aitol, issue and resolution of the Company in general meeting
deal with additional shares in the capital of the revoking or varying the authority set oul in
Company and lo make or grant offers, agreements, this Resolution.”

omions nnd ather secusitles, including wasranis 50 . . . .
subseribe tor shares of the Company, which would C.  “THAT, conditianal upen the Resofution set out a5 resulutjon

of might reyuire the exercise ol such powers, be numbers 44 and 48 of the notice convening this Meeting
and is hareby generaily and uncanditionally being duly passed. the genesal mandaie granted to the
approved; Directors and for the time being In force to exercise the

powers of she Company to allot, issue and deal with
adqitinnzl shates in the capital of the Company persuant to
the Resolution sel oul as resolulion pumber AA ol the nolice
¢onvening Lhis Mecting be ang is heseby catended by ihe
additian chereow of an amount sepresenting e aggregate
nominal vabue of the share capital of the Company repurchased t
by the Campany under the auvthorily granied pussuan to the
Resolution sel oul 3s zesolurion number 4@ of the notice
cunvening this Meriing provided thay suth evtenaded amouny
shall ngt cveeed 10% of the aggregale nominal value of Lhe
€) the aggeegste neminal value of the share capital share capual of Ine Company in 1ssue at the date of passing
ol the Campany whichk may be allowed or tpieed of ibe said Resolution.”
- condilionally oz uaconditignalfy (o be shotied .
{wheiher p\{uunn\ i an optien o1 otherwise), E; 0':,"1 l:;fhlhr g?”fd
issued or orherwise deall with by the Direciors lncu ul 2 5".'7 Lasie
pursuanl lo the approval in parsgraph (a) abose, panpuny Secresury
othtrwise (han purtuant (o a Rights Issue (85 Hong Konp, 2Tih April, 2007
kereinafler defined) or any issue of shares of the
Company on the elerc'isc af the subscription of A3 ar the dare of this amice. the Board comprises Iwelve
conversion rights anaching 1o any securities which  execurive directors, namely Mr. Sumer fgravanpe, M Dfania
may be issued by the COIT‘P-'II‘) from time o time  Chearavanans, Mr. Fhanaloru Seriburi, Mr, Meth ligravonent, Mr. -l
or Ve eaereise of the oplions grenitd under the  Anun Atigaponich, Me Damrongdej Cholongphunaras, Mr. Robert
share wplion scheme ot the Company or any issue  Ping-dsien Ho. Mr, Bai Shamitn, Mr. Seopakif Chearavanont, Mr.
af shares [n licu ol the whele or part of & Nopadol Chinravansal, Mr, Besjumin Jigravanpn and Mr, Norong
dividend on shares sholl nov exceed 20% of the  Chepravimn, and three independen non-pxecntive diregior, pomely
aggregate nominal value of the share capilal of the  Alr. Keuir Warrane, Mr. Sombat Deo-isres und Mr, Ma Chint
Compuny in issue as m the dae of the passing  (hcing, Andrew.
of this Resclution and the said approval shall be .
limited aveordingly: and Hares:
Y i ian: te A Torm of proxy for use m the mecting is being despached 4o she
(d} for the puzpose of (his Resolutian: 1hav=!mmrup of ‘the Compuny rogetber 'Uill [ r‘opy :I' ihiy notrce,

{b)  the appraval of paragenph (@) above shall be in
wddition 3 any oihed suthorizalion given to the
Directors aad shail authurize the Direclors during
the Relevani Period ta make or grant ofjers,
agreements. options and other securities. including
wareants (o subscribe for shares of the Company.
which world or might tequire \ht eaercise of 3uwch
ﬂowers at mny time during or afier the end of the

¢levant Period:

“Relevant Perigu” means ihe period from the time L . . .

f h . i H 1. The inatrumed) appainting 2 peoyy shalt be in wnring under che hamd
af the pasying °1,""’ Resotulion untit whichever of The 1pportor ar of Wia Siacacy duly aathafieed i wriling af.
is the #3iliesl of: if abe appoistur bs a forpotation. <itder wadet its seal ur ueder the
() the comclusion of the neat mnaual pencrol hand of a4y oRicer, alfomey or ather persos auiborized Lo sign the

wectiag of che Company: rame.

m LR " P hE 3. Any shareboldee eatitled i avend and sole gt the mesting convened
tiit  1he r“p”““l“" of “ie period ‘”’[h'" \\Chlch the hy the abave nolice shall be emiifled 1o appoint one ar ¢|||"Ir: pravcs
nest anaual peneral meeting of the Company w aitend apd voee insiead of bim. A peaxy need ml be 3 sharcholder

s required by apy applicabic taw ar the Bye- ol he Company.
Laws of the Company te be heid: and .
. . . B 4. Yo ordet 1o be vald. the Jorm ol proxi. togciher with 1he pane)
{iity the wWme of 1he passing of an ordinary of -uorner nr other aurhority (il any) under which it (s signed, or
resodution of the Company in general mecting a notacially certified ropy of such power of siurney ar nuthority,
revokiog ar varying che authority sei ot in Musl be deposized al the Company's branch share registrae in Hing
Ihis Resclution. Kong a1 Campmershare Houg Kong levesiar Services Limited, ot
. Raam 14047, Ikihy Fieur, Hopewell Centee. 183 Queen’s Rond Eant,
"Rights Issae™ means an alfer of shares open for Hong Koug aoy less than 48 hours before the lime appoinied lor
. a peitod fiaed by whe Direoiors to holdens of Balding the meeting of any adissenment thereof,
shates whuge tames on the register of members 4 cyppieoan et degusit al e Corm of frans will was grectude o
of e Company on a fixed record date in sharcholder of 1he Company from aucndiog amd soting in person al
pozpactiqn ta their then holdiags of such shares e metiing couwvenad or apy sdjourned weeting mnd an gech msew,
fsulject to such exclusions or other arrangements the farm of prosy will be de¢med 10 be revoked. -

as the |Xirectors mpy deem ncccSsary or expedient
in refattop to fractional enlitlements or having
regard 1o apy reéstriclions or obfigaticns under the

6. Whese there are joinl holders of apy share of the Company. any une
of wuch joint holders may ¥ote. clBol in PEISOR o1 BY proay. it
cespect of such share a3 of hesshe were solely entitled dbereie, bu

laws of, or the requirements of any recognited if more than oot of suih jodnd hndders are preaemt ) the meeting,
regulatory body or any slock cxchaage in, zoy (e mosl scpbor shall alonr be entitlcd [0 voig, whether in persua
territory applicable to the Company).” or by plﬂl‘. For fhis pwrpose, seniocity shall be dergrmined by the
o ardes im which 1he names stapd ow the sregister of members of the
B CTHAT: Compaoy in respect of the joinl bolding.

(2} subject o parsgraph {b) below, the exercise by the 7. Puriwant 0 he clisiing Byc-Luw 3% of tac Company, af any penerst
Directors during the Relevant Petiod (as hercinalter meeting o redlution pet o ihe vole of ke mecting shall be decided
defined) of alt the powers of the Company 1o on s thow of hards unless uader the Listing Ruler or (before i
repurchase securitics of the Company on The ar the dﬂ;’ll;lli@ﬂ 0; u-; ruu;l fol’ the slh)m- nl’lhandl af an lhie
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CORPORAIE

C.P. Pokphand Co. Ltd. (*CPP” or the “Company”} was established in 1987 and listed on The Stock
Exchange of Hong Kong Limited in 1988 under the Stock Code 43. CPP is the first agribusiness
enterprise in China to employ the process of vertical integration into its operations and sales,
including raw marerial sourcing for animal feed production, animal feed production and distribution,

animal breeding and farming, mear processing, and the manufacturing of ready-to-eat food products.

The Company has approximate 100 subsidiaries throughout the China region and its operational
headquarter in Beijing which is responsible for the central management of its operating subsidiaries
and joint ventures in China. CPP sells its products under the brand name "Chia Tai". These products

include:

Feed — complete feed and concentrare feed for poultry, swine, aqua and cattle

Food - fresh, chilled, frozen meat and cocked meat products

Breeding & Rearing — day-old chicks, piglets, broilers and swines

Biochemical - feed additives including Chlortetracycline, Di-Calcium Phosphate, and L-Lysine

monohydrochloride, etc.
In addition, CPP also engages in the manufacturing and sale of motorcycles and automotive accessories.
We are also the sole agent of Caterpillar construction machinery in the western region of China

through our jointly controlled entities.

For more information, please visit CPP's website at heep:/fwww.cpp.hk.
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FINANCIAL

1S$’ million)

Operating Results
Turnover 1,691.46 1,832.76
Gross Profit 168.74 201.09
Net Profitf{Loss) Attributahble o
Equity Holders of the Company (49.73) 4.83

Financial Position
Total Assets 971.78 925.37
Cash & Cash Equivalents 55.11 63.95
Total Bank Loans 563.07 525.42
Total Equiry 101.51 151.23

Financial Ratio
Current Ratio {Times) 0.46 0.53
Total Liabilities to Total Equity Ratio (%) 857.3% 511.9%

Five Year Turnover Trend
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CHAIRMAN'S
STATEMENT

In 2006, the Group was faced with grear challenges. A sharp decline of livestock

inventories resulting from the bird flu and swine high fever over the year,
coupled with continued price increases in corn, the major raw material used in
the production of feed, led to a weak sales environment and a climb in
production costs. Under this overall difficult operating climare, the Group has
made a concerted effort to expand its businesses to maintain steady

development.

On the feed husiness fronr, the Group continued its dedication to developing
new markets through expanding its sole agents' sales and distribution network,
thus enabling the Group ro exploit new markets and to maintain its leading
market position in the PRC feed industry. To further strengthen our competitive
edge in the future, we have also invested approximately RMB400 million in
new fixed assets including approximately RMB100 million in aqua feed facilities
during 2006. For over 20 years in China's feed industry, we have been recognized
by customers for the quality of our products and the strength of our company.
Both the Group's swine and poultry feed were simulraneously voted “China
Top Brand” products - the first time a company in the feed industry has
received such a dual honor. The Group was also voted as the “2006 Company
with the Most Competitive Edge in the China Feed Industry”.

On the food business front, two new food research and development centers,
one in Qinhuangdao and another in Qingdao, have been built over the past
‘ year. The Group now owns a total of eight rescarch and development centers
for food in China to promote the “Chia Tai Food” brand, moving towards the
| Group’s “Farm-to-Table” integration philosophy. Given the food scares, the
' Group is one of the few companies that can provide the assurance that the
end food products have been the result of a carefully monitored and controlied
production process beginning at the farm level. The reputation of the Group's
branded products under “Chia Tai Food” has been further increased following
last year's awards for the “China Top Brand” products and the “2006 Consumers’
Most Reliable Agri-product Brand”. Export of cooked poulery food products
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reached approximately 25% of the total export volume of China’s cooked poultry mear in 2006,
evidencing the rising status of the Group’s “Chia Tat Food” products.

On China agricultural development front, the PRC launched in 2006 its plans for the “new socialist
village” and the Group played an acrive role in the development process. The use of modern breeding
and rearing rechniques, scientific-based management rechniques, and the introduction of new breed
rypes have all been actively advocated and promoted 1o farmers in order to enhance the effectiveness
of their breeding and to improve sale. These valuable contributions have been well-received by the
farmers. In 2006, the Group has been awarded hy the FRC the “China’s Top 10 Most Contributable

Enrterprises” for helping to raisc the overall competitiveness of the agriculeural industry in China.

Looking ahead to 2007, the Group will continue to focus on sustainable growth, seeking out promising
business opportunities and inviting the best talents as partners, to work towards the Group’s corporate
vision of “Kitchen of the World”. Moreover, the Group will conrinue to run its foed businesses with
integrity so as to conform to the founding principles of “Benefit the country, Benefir the people,
Benefit the company”.

May [ express my gratirude for the efforts made by the employees of our Group and thank cach of the

sharcholders, farmers, vendors and consumers for their continued trust and support.

Sumet Jiaravanon
Chairman

Hong Kong, 30th March, 2007
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Mr. Damrongdej Chalongphuntarat

WHAT IMPACT DOES THE
CHINESE CONSTRUCTION OF A
NEW SOCIALIST COUNTRYSIDE
BRING TO THE ENTIRE FEED
AND ANIMAL HUSBANDRY
INDUSTRIES?

®

The new socialist countryside will
become the formidable driving force for
the feed and the animal husbandry
industries. The major goal for the new
socialist countryside is to improve the
countryside’s outdated production
capabilities s0 as to increase farmers’
income. Given China’s standing as a
major agricultural and animal
husbandry nation, for the countryside
to increase its production capacity,
China must move ro an industrialized
path for its animal husbandry induscry.

Traditional livestock raising is less
efficient than the industralized way, and
also unable to stamp out the increasing
threat of animal-borne epidemic
diseases. As a result, it is harder for
the products to meet the increasing
demand in the marker for food safety
and quality. As the animal husbandry
industry develops, livestock growers are
starting ro realize the need for quality
animal feeds. The ongoing construction
of the new socialist countryside
therefore gives an added impetus to
both the feed and animal husbandry
industries.

HOW DOES CPP PLAN TO
MANAGE GROWTH IN THESE
TWO BUSINESS SECTORS?

On the feed business front, we are
aggressively continuing to develop our
sole agents’ sales and distribution
network at the village level so as to
facilitate the purchase of our feed by
farmers. Simultaneously, we are
strengthening our after-sales service,
providing comprehensive support in
farming technology and management,
thereby improving the farmers’ rearing
standards and their ability to achieve
profits.

On the animal husbandry front, we are
continuing vigorously to promote
stockbreeding and stockraising
technological standards, leading more
farmers toward standardized production
technigues. At the same time, we are
continuing to advance our modern
farming management known as
“Company + Farmers” so as to realize a
win-win arrangement with the farmers.
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CPP PROMOTES THE USE OF
STANDARDIZED BREEDING FARMS.
HOW IS THIS DIFFERENT THAN
TRADITIONAL FARMING METHODS?

The standardized breeding farm is in contrast o
those traditional farming methods which reared
in open-air and in scattered operations versus
the more scientific and technologically based
farming. Generally, standardized farms are
tending towards large-scale operations and
poultry houses that use hear insulared building
materials. The houses are equipped with
commplete computerized mechanical ventilation
sysrems which can be adjusted according o the
season and the different growth stages of the
animats. The feed systems are automatically
conzrolled to minimize feed wastage and are
designed to avoid most changes in feed caused
by pollution and mildew.

WHAT STEPS HAVE CPP TAKEN TO
CARRY OUT THE LONG-TERM VISION
OF “KITCHEN OF THE WORLD"?

To increase the competitive edge in our food
business, we are now expanding our food
praduce lines by adding more egg and swine
produces. We also have built two new food
praducr research and development centers in
China over the past year in addition to our
existing six cenrers. All our cooked food
piocessing factories have already obtained
export approvals from the government. We
have mare than 300 different varieties available
including fresh and frozen broilers, cuts,
marinated meats, prepared mearts and ready-to-
eat products. Currently, we sell domesticaliy to
provinces, citics and autonomous regions in
China as well as to distant countries like Japan,
Korea and Africa. We are also actively working
on expanding into other regions of the world
such as Russia.

Annual Report 2006 C.P. Pokphand Co. Lid.

THERE HAVE BEEN MANY
FOOD SCANDALS IN
CHINA INCLUDING THE
RECENT “SALTED RED-
YOLK EGGS”
CONTAMINATED WITH
DANGEROUS RED SUDAN
DYES. WHAT STEPS HAS
CPP TAKEN TO ADDRESS
THESE CHALLENGES?

Food safety s a top concern for
CPP. We are dedicated 10
providing food products which
are high in quality, nutritious,
hygienic as well as safe. All our
farm products adhere to the
highest international 1SO%001,
GMP, and HACCP food safery
standards. All our egg laying
chickens are from our best
breeds and are fed with our
quality Chia Tai feed. All
poultry houses are closed systems
and are equipped with advanced
automated heating, ventilation
and water systems which also
can be remotely conrroiled. We
have a complere testing system
in place for animal surveillance
and disease prevention with
advanced tesr instruments and
technology. We arc corally
committed to producing high
quality and safe-ro-eat rable eggs
for all our consumers.




2006 SIGNIFICANT

NOV

The 13th Annual China Yangling Expo
on Agricultural High-Tech Products

The Group took part in the exhibition and
was honored with the “Excellent
Organization Award” and the “Exccllent
Display Award”.

SEP

The 2nd Annual Catering & Food Fair

The Group participated in the 2nd Annual
China Carering & Food Fair held in Beijing
which was a successful exhibition with wide
attendance and great opportunities for

product promotion.

EVENTS

o_ 3% -“'._-..i__-__
5 _—— L
=

Hartingy
T China Lomiay

i

it R ¥
ﬁﬁﬁ-‘éﬂiﬂﬁﬂﬁiﬁamliﬁ

EEk%EHEﬂiKEEEWZ’:E
! e 2 ﬁ

4 Vit

a TrA A
‘ P

SEP

Chinese Sports Sponsorship

The Group supports the promotion of
Chinese sports through its sponsorship of
the China Training Board’s General
Administration of Sports.
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AUG

Received EU-GMP Certificate

Pucheng Chia Tai Biochemiscry Co., Ltd.
(“Pucheng”) passed inspection by
European Union Government Officials
and received the EU-GMP certificate for
CTC HCI, which can be used
interchangeably in 25 European
countries. Pucheng is the first in the
industry te receive this certificate.
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Brand Promotion Activity in China

The China Brand Promotion Visiting
Tour visited Zhengzhou, the provincial
capital of Henan. Dayang Mororcycle led
the tour’s parade and provided great
public exposure for the brand.

MAY

China Muslim Food Fair

Being the largest muslim food production
enterprise, both municipal government, and
local and foreign merchants have paid special
attention to the Group, which broke its record
in terms of boorh size and range of products
displayed.




2006 MAJOR

AWARDS

CPP was honored with several awards and distinctions in the past year for its

outstanding contributions to China’s agribusiness.

Dec

Chia Tai Group Agri-Food Enterprise received the “Nartional Animal
Husbandry Excellence Enterprise” award from the China Animal
Agriculture Association {CAAA). In addition, the Group’s Vice
Chairman, Mr. Yao Min Pu, was recognized for his “Outstanding

Contribution”.

. ’__-________‘———’\
Chia Tai Group Agribusiness was honored as “China’s Most ' P S
Competitive Feed Enterprise 2006" in the 3rd Annual China A "*::':;:J::::--m

. », wes
Feed Technology and Economy Forum convened in Beijing. it P
..1235;”

Oct

The Group’s Vice Chairman Mr. Anan Athigapanich was honored
with the “Colorful Yunnan Friendship Award”, recognizing his
significant contributions to the development and economy of Yunnan

province. Mr. Athigapanich was ranked first among the 10 award

winners.

The Group’s Vice Chairman Mr. Xie Yi gave a speech at

China Xiaokang Forum, on Chia Tai Group's active role

% ;! d |
in helping farmers and the development of China's rural 'ﬂ la ei" A M“““‘zﬁh ':
areas. The speech was highly lauded and won “China's N "E " ?‘*Lﬁ& ‘

Top Ten Enterprises Contribution Award™.

Sep

Qinhuangdao Chia Tai Co., Ltd. received the honor of “Model
Enterprise for Food Safety” at the China Food Safety Annual
Conference 2006 held by the China National Food lndustry

Association.
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The Group was the only member of the feed industry honored
with “China Top Brand” awards for both swine and poultry feed.

~
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MANAGEMENT'S
CUSSION AND ANALYSIS

BUSINESS REVIEW

Far the year ended 31st December, 2006, the Group recorded a loss attributable to equity holders of
US$49.7 million. Compared with 2005, the consolidated turnover decreased from US$1,832.8 million
to US$1,691.5 million, representing a decrease of approximately 7.7%, while overall gross profit
margin dropped slightly from 11.0% to 10.0%.

Agribusiness

The Group’s agribusiness is organized into four business lines: feed, food integration, breeding and
rearing, and biochemical products. Compared with 2005, the consolidated turnover of the Group's
agribusiness fell 7.7% ro US$1,691.5 million. The Group's feed business, food integration business,
and swine breeding and rearing business were affected by the falling prices for feed, poultry mear and
hog meat in China. There was still the bird flu haze in China in the first eight months of 2006, along
with the emergence of swine high fever in May, causing those prices to tumble. Coupled with the
escalation of raw material costs in 2006, the Group’s overall grass profit margin decreased slightly
from 11.0% to 10.0%.

, ) .. . 1| The Group foresaw that the consolidation and
2006’s Consolidated Sales Distribution . o o, .
industrialization of China'’s breeding and feed

Other, industrics would rake some time before meering

Biochemical, 6.3% . . . -
.05 - international standards. CPP continues ta {mplement
the practice of massive-scale standardization and the
modernization of its agribusinesses. Moreover, the

Food Group has intensified efforts in develaping its food

[ntergration.

f Feed.
7 56.1%
T—

/

Breeding and

2%.7% businesses and promoting its food brand, “Chia Tai

Food". Two new food research and development
centers, one in Qinhuangdao and another in
Qingdao, were built in 2006. The Group now owns
a total of cight research and development centers

for food in China,

Rearing,

5.0%

Feed

In 2006, the feed business accounted for 56.1% of the Group’s consolidated turnover (2005: 65.9%).
Under the weakening breeding and rearing environment of poultry in China, the consolidated turnover
of the feed business was reduced to US$949.3 million, and the gross profit also fell o US$120.6
million, reducing the gross profit margin from 14.7% ta 12.7%.

The Group’s feed products include poultry, swine, aqua and cow feed. Poultry and swine feed accounted
for the majority, approximately 47.9% and 36.1% of the rotal, respectively. From the sccond half of
2005 to August 2006, both the swine and poultry breeding industries were under the threat of animal
borne epidemic diseases; as the number of livestock raised by the breeders dropped, demand for feed
in the market also fell. Even though market demand for feed rebounded rapidly after August, the
average unit price for feed sold in the marker in 2006 overall was lower than in 2005. In addition,
corn, the main raw material used in feed production, rose in price to RMB1.36/kg, an increase of
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MANAGEMENT'S

DISCUSSION AND ANALYSIS

BUSINESS REVIEW (continued)
Agribusiness {continued)

Fced (COn[in“ed) Cattle Feed, Other Feed,
4.8% 0.5%

2006's Feed Sales Distribution

5.8% as compared to last year. As a result of the Aqua Feed,
b q b
LO.TY

falling sales price and rising production cost, the
average gross profit margin of the Group’s feed
business fell.

,  Swine Feed.
T 36.1%

In 2006, CPP was confinuing 1o expand into the i
aqua feed business. Turnover of aqua feed products //
to the Group's consolidated turnover of total feed

products increased significantly and represented /

Poultry Feed,

), 2 . - e ' )
10.7% of the segment, and production volume o

reached 240,800 tonnes. In order to mect the rising
demand for aquatic products associated with the
improved living standard of the Chinese people as well as ro minimize the volatility due to poultry
feed sales, the Group has invested approximately RMBI00 million in the construction of aqua feed
production facilities with a capacity of 576,300 tonnes.

Food Integration
The integrated food business is the second Food Sales Volume
targest business of the Group. In year 2006, T?‘S:;l?d
consolidated turnover of the integrated food W 106 oLe
business accounted for 27.7% (2005: 21.7%) -
of the consolidated turnover of the Group, e
amounting to US$468.0 million. 1w
Consolidated sales volume of food products B [
rose from 202,000 tonnes in 2005 to 228,000 o
tonnes, whereas gross profit dropped to o
US$17.7 million. 0~
0 -
Raw Food Cooked Food
During the year under review, the Group Bl 2005 | 2006

recorded an increase in consolidated sales

volume of poultry food praducts. Gross profit margin for domestic sales, however, fell to 4.2% from
the prior year due to the lower overall average selling prices of poultry food products and the rise in
rearing cost associated with an increase in the raw material cost of feed,

As for the overseas sales situation, the Group's cooked food products are mainly exported to Japan.
Since June 2006, all exported food going to Japan is required to conform rto the standard of the
‘Posirive List System’. Despite this change, the Groaup's toral food exportation quantities actually rose
by 7,800 tonnes while gross profit margin hovered around 14.5%.
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DISCUSSION AND ANA

BUSINESS REVIEW {continved)

Agribusiness {continued)

Food Integration {continued)

The Group’s food products are classified into raw food and cooked food. Consolidated sales volume of
raw food was 152,000 tonnes, an increase by 7.8% of 11,000 tonnes from last year. Consolidated sales
volume of cooked food recorded a promising growth of 24.7% to 72,000 tonnes.

To accommodate the changing needs of the customers, two food research and development centers,
one in Qinhuangdao and ancther in Qingdao, have been built by the Group over the past year. The
Group currently has eight research and development centers in China for food. Four new types of

safe, fresh and delicious food products have already been successfully introduced to the market in

2006.

Breeding and Rearing

Breeding and rearing business accounted for about 5.0% (2005: 2.4%) of the Group's consolidated
turnover. During the year under review, cansolidared turnover rose to US$85.1 million while gross
profit increased to US$4.3 million.

Over the past year, the animal husbandry industries in some provinces of China were still under the
influence of the bird flu, and poultry breeding and sales grew weaker. Fortunately, the Group’s animal
husbandry companies in the Guangxi and Yunnan regions were not affected, and their broilers’
selling prices and sales volumes rose an average of 12% and 75%, respectively, generating an increase

in the overall turnover of the Group's poultry business.

Due to the occurrence of swine high fever illness in the first half year of 2006 along with falling hog
prices in the market, hog farmers had been discouraged from increasing the inventories of their
livestock. However, with the China National Day and the Chinese Mid-Aututan Festival falling in
the second half of the year, prices for hog products surged rapidly in the second half of 2006,
especially with the relatively fewer hog supplies on the market. Average market prices for swine
piglet and tive hog in 2006 overall were RMB8.86/kg and RMB7.21/kg, a drop of 32.4% and 10.4%,

respectively, compared to last year. The Group’s swine rearing business was also affecred.

Biochemical

The Group’s biochemical products include Chlortetracycline (*CTC”), Di-Calcium Phosphate and
L-Lysine monohydrochloride (“L-Lysine”). Turnover of this segment accounted for 4.9% of the Group's
consolidated turnover (2005: 4.8%). Consolidated turnover for the biochemical business was US$83.2
million, a decrease of 5.6% as compared to last year while gross profit margin rose slightly from
17.8% wo 18.0%.

Sales of the Group’s CTC showed a steady rise in 2006. Sales volume rose from 41,000 tonnes to
42,000 ronnes while gross profit climbed up to 26.7% from 24.8% in 2005. Pucheng Chia Tai
Biochemistry Co., Ltd., produces primarily CTC and has a production capacity of up to 18,000
tonnes of Feed Grade CTC. lIts products, besides being authorized by the
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